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joint costs. Nor do they perceive the gradations between 
these extremes. 

The conspicuous merit of these Wisconsin opinions and 
decisions is that they squarely face the issue of differentiation 
in electrical rates (as also in gas and water rates) and 
attempt to get at underlying principles properly determining 
why different classes of consumers may be charged different 
rates. The same cannot be said of all regulative bodies. 
If the Wisconsin Commission's work, which in this sense is 
of pioneer character, is not beyond criticism as regards its 
theoretical implications, that is a small matter. As has 
been indicated, the view of the writer is that fixed charges 
should not be apportioned absolutely according to some 
scheme for dividing joint costs but should be treated differ- 
entially according to general economic and moral principles. 
Among the economic principles in question, regard for load 
and diversity factors is of great, perhaps of dominant, tho 
not of exclusive, importance. These factors are to be used, 
not as mathematical rules, but as guides of commercial 
policy. 

G. P. Watkins. 



RAILWAY RATES AND JOINT COST ONCE MORE 

In his recent volume on Wealth and Welfare 1 Professor 
Pigou dissents from the widely accepted view that the adjust- 
ment of railway rates is explicable largely on the principle 
of joint supply. As he has referred to me as sponsor for 
the current view, I state why he seems to me not to have 
proved his case. 

Two questions are presented: one, how far there is in 
fact joint supply for railway services; the other, whether 
the services, if so supplied, are or are not homogeneous. 

1 A. C. Pigou, Wealth and Welfare, London and New York: MaeMOlan, 1912. 
See chapter zii, The Special Case of Railway Rates. 
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1. On the first question, I am glad to find myself, at least 
in part, agreeing with Professor Pigou. He says that " the 
supply of transport from A to B and of transport from B to C 
are not joint to any appreciable degree." True, — assum- 
ing that the distances A-B and B-C are such as to make 
good units for operation. If the distances from A to B, 
and then from B to C, are small, the expenses of operation 
will be largely joint. But if the stretches are large enough, — 
if B is a " division point," — each has in the main its own 
expenses of operation as well as its own road-bed and other 
plant; and the element of joint cost is small. Nor has it 
been maintained, so far as I know, that the principle 
bears on such cases. And for the very reason that it does 
not, the questions of " local " discrimination are different 
from those of classification. Classification (whether of 
passengers or freight) is the one special phenomenon ex- 
plained, and doubtless to be justified, on the ground of joint 
cost. Kates made without regard to distance, or varying 
inversely to distance (the larger rate on the shorter haul), 
are not ordinarily so to be explained or justified. Some more 
or less vague conviction, that the two cases, — distance 
rates and classified rates, — are different, accounts for the 
greater stringency of legislative and administrative regula- 
tion for distance rates. 1 

There is an intermediate case, however, where even 
distance rates may give scope for the principle of joint 
cost: the case, namely, where some goods are carried from 
A to B, and others are carried from A to B en route to C. 
If the local traffic, from A to B only, does not fully utilize the 
road-bed, and perhaps does not even fully utilize the mini- 
mum of traction and signalling, there is a case of joint 
cost. 2 As regards this case, which leads to the long and 
short haul problem, I am not convinced that Professor 
Pigou has been successful, in the later parts of his chapter, 3 
in controverting the reasoning of President Hadley. 

1 No doubt the rivalry between cities and producing districts serves also to account 
for the large part played by this sort of regulation. 

2 See what has been said by Mr. M. O. Lorenz, in this Journal, vol. xxi, pp. 
283-298, especially pp. 285 seq. 

» Wealth and Welfare, p. 228. 
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But it is to the comparatively simple case of the trans- 
port of different commodities over one stretch, — from A 
to B, — that the reasoning in question chiefly applies. Here, 
it seems to me, there is in fact joint cost. Professor Pigou 
admits that such is the fact in one conspicuous case, — that 
of back loading. Now, in back loading as in other cases 
where " discriminating " rates are made, it cannot be said 
that a railroad " necessarily " (I follow Professor Pigou's 
example in italicizing the word) puts on the market a supply 
of one kind of service when it supplies another kind. There 
are always some separable expense's; and these set the 
minimum charge for the particular service. For example, 
in the case of back loading, there are the terminal expenses 
and the extra cost of hauling a loaded train over that of an 
empty one. A railroad does not necessarily put freight 
into its empty return cars. Similarly, it does not necessarily 
supply passenger carriage when it supplies freight carriage, 
or coal transport by the same act with copper transport. 
The ground for declaring these different sorts of services 
to be put on the market as a joint supply, is that the greater 
part of the total expenses are joint, and that a railway must 
offer all the services in order to make its investment worth 
while. If a railway's entire plant could be worked to the 
full for one kind of traffic only, — as with a logging road 
in our American lumber regions, or a road which carried 
coal only, 1 — the" principle of joint cost would have no 
application. To repeat, it is the phenomenon of classifica- 
tion, universal in railway practice, which is the salient 
consequence of the joint cost of railway service; and this 
results from the fact that a railway, to utilize its full 
capacity, must ordinarily provide various sorts of transport 
over one stretch, — from A to B, — and that for these its 
expenses are joint. 

2. The second question is best presented by quoting 
from Professor Pigou's pages: 

1 An approach to this situation appears in the recently constructed Virginian 
Railway, which runs from the coal fields of West Virginia to tide-water on Chesapeake 
Bay, and of whose traffic eighty per cent is coal. 
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" Professor Taussig himself admits that the use of a 
very large fixed plant for varied purposes l is essential to 
the operation of joint cost. He states in express terms: 
' Where a large plant is used for producing one homogeneous 
commodity, — say steel rails or plain cotton cloth, — the 
peculiar effects of joint cost cannot, of course, appear.' 
A sufficient answer to his thesis, therefore, is to observe 
that the carriage of tons of different things from A to B is 
a single homogeneous commodity, on precisely the same 
footing as plain cotton cloth. The fact that some ' carrying 
of tons ' is sold to copper merchants and some to coal mer- 
chants does not imply that two different services are being 
provided, any more than the fact that some plain cotton 
cloth is sold in England and some is sold abroad implies 
that two different commodities are being provided. . . . 
The popular acceptance of the contrary view can only be 
due to the fact that we happen to speak of ' transport of 
copper ' and ' transport of coal,' instead of speaking of 
transport sold to copper merchants and transport sold to 
coal merchants. An accident of language has caused an 
important field of economic inquiry to be dominated by a 
doctrine which is essentially unsound." 2 

Is it possible that an accident of language has misled Pro- 
fessor Pigou ? True, railways always supply " transport," 
or (to use another phrase that sometimes crops up in the 
text-books) " place utility." In this sense they supply 
a single sort of thing, or a homogeneous commodity. But 
I submit that they do not supply commodities or services 
which are homogeneous in the sense important for the 
purpose in hand, — namely, as regards the conditions of 
demand. To illustrate: the different grades of beef, — ten- 
derloin, sirloin, rump, round, flank (I use the American terms), 
— are all " beef," and in this sense are homogeneous. But 
they have differing demand schedules, and for that reason 
present the peculiarities resulting from joint supply. If 

1 The italics again are Professor Pigou's. 
' Wealth and Welfare, pp. 216, 217. 
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all had the same demand schedule, then and then only 
would they be homogeneous commodities for the purposes 
of the reasoning here under consideration. So as regards 
cotton fibre and cotton seed (the most striking case of 
joint supply I know) : the reason why their prices are dif- 
ferently influenced by an increase of supply is that the 
demand curve for seed is different from that for fibre; it 
starts (doubtless) at a lower point and has a different in- 
clination. The same test is to be applied to railway trans- 
port; and when it is applied, can a doubt arise that the 
services are of varied sorts ? To refer to Professor Pigou's 
own illustration, the demand schedule for the transport 
of copper is very different from that for the transport of coal. 
Copper has large value for small bulk, and copper can 
" stand " a rate which would be prohibitory on coal. Pro- 
fessor Pigou himself, in the later parts of his discussion, 
repeatedly refers to the differences in demand prices for 
different sorts of transportation. 1 This seems to grant 
the essential thing. 

Let me illustrate further by referring to another case 
adduced by Professor Pigou. His argument, he explains, 2 
is not applicable to the case of " one sort of thing produced 
at two different times ... as electricity furnished by day 
for power and electricity furnished by night for light " ; 
which " may reasonably be regarded as jointly supplied." 
True, they may be reasonably so regarded. Here again 
we have two commodities which may be said in one sense 
to be homogeneous, or of one sort: it is electricity that is 
supplied in both cases. The reason why the principle of 
joint cost serves to explain differences in price is that 
electricity for power by day cannot be disposed of, unit for 
unit, at as high a price as electricity for light by night. 
The demand schedules for the two are different; in this 

1 Thus at page 223, the demands of the rich for passenger transport are said to 
have demand prices higher than the demands of the poor, — hence higher rates for 
first-class passengers; at page 224, the demands for the transportation of more valu- 
able goods are said to have demand prices higher than those of goods less valuable, — 
hence freight classification on the basis of the value of the commodities. 

' Note. p. 217. 
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essential regard, they are not homogeneous. Given this 
difference, and we have the conditions for applying the 
theory of joint supply. As it happens, railway freight 
and passenger service are jointly supplied, on British lines 
and on some American lines, under nearly the same condi- 
tions as electricity in the case adduced by Professor Pigou: 
the freight trains run chiefly in the night, and the passenger 
trains chiefly by day. 

Professor Pigou believes that railway rates are discriminat- 
ing in the stricter economic sense of the word: that they are 
the result (preponderantly) of monopoly, and of the monop- 
olistic policy of charging various strata of consumers 
different prices for essentially the same service. If this 
were the case, we should expect railways to secure a large 
monopoly revenue. No one set of consumers would then 
get the service at less than specific cost (Professor Pigou's 
contention being that the service is homogeneous and the 
element of joint cost negligible); while those who paid 
the higher discriminating price would contribute hand- 
somely to monopoly revenue. Hence, to repeat, — in view 
of the great range of variation in railway rates, — monopoly 
revenue would be large. In fact, however, railways by no 
means necessarily yield returns such as to indicate a monop- 
oly revenue. They do not yield such returns in Great 
Britain; and yet the phenomena of supposed discrimination 
are no less conspicuous there than in countries where the 
profits are higher, and where there may be monopoly revenue. 
I doubt whether in the United States, if account were taken 
of the risks and failures, and the unusual tasks of manage- 
ment, there would be found on the whole a considerable 
monopoly revenue. At all events, on railways that are not 
highly profitable as well as on those that are, we find every- 
where the same complexity and apparent discrimination 
in railway rates. 

Is it possible that here again a verbal accident has proved 
misleading ? We speak of railways and the like industries 
as "monopolies." Yet they are far from being industries 
to which the strict theory of monopoly price can be applied. 
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Professor Pigoti implies, — he fairly states, — that a rail- 
way discriminates in such way as to make " the aggregate 
advantages as large as possible" (p. 222); that it adopts 
" the most advantageous system, — from the company's 
point of view " (p. 223). This seems to me an error. All 
such industries are greatly restricted from adopting the 
policy of greatest aggregate advantage. They are restricted 
by habit and tradition, still more by public opinion and by 
public regulation or the fear of it. An acute thinker, like 
Professor Pigou, trained in the mathematical school, is 
tempted to apply the well-rounded theory of monopoly 
price to any industry which has some monopoly character- 
istics; forgetting that it may be far from able to exploit 
the monopoly unrelentingly. Complete, or nearly complete, 
cases of fully developed monopoly value are rare. In rail- 
ways, we find a much restricted monopoly conducted under 
the conditions of joint cost. It is this latter factor, not 
monopoly, which I still believe to explain most of the so- 
called discriminations in railway rates. 

F. W. Taussig. 
Harvaed University. 



